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this theory, rise and fall, even when other things are equal, not in proportion to the change in the Quantity of Money, but in proportion to the change in the total Circulating Medium, which is composed of credit and money.
I shall deal with these theories at a later stage, and in the first instance will confine myself to noticing some of the arguments on which my belief in the soundness of the Quantity Theory is based.
In the British Isles gold is the Standard of Value and is used both in our daily transactions, passing from hand to hand in small amounts, and also as a reserve in the Banks to support our system of credit.
Let us suppose that all prices and wages in these islands are increased five-fold. In that case, the man who carries a couple of sovereigns in his pocket to meet casual expenditure must increase the amount to ten sovereigns and so on.
The amount paid in wages, so far as it is paid in gold, will require five times as much gold as before. The reserves of the Banks are proportioned to the magnitude of their deposits and the other liabilities which they may be called upon to meet,1
1 It is probable that the reserves of the London Banks bear as small a proportion to their liabilities at call and short notice as those of any other JSanks in the world. The other London Banks depend, in the last resource, on the Bank of England, but the following table, which I have extracted, at hazard, from The Times, shows tfcat even in London some proportion is held to be necessary "between the amount of cash and the amount of deposits, and that